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Automobile Output in the Postwar Period

AUTDMUBILE produciicn  hns
shown very substantial growth during tho
poslwar period But nlse bas bean churac-
terized by shavp eyelical and irvegulor
movements. In 1855, for exainple, the
outpub of pnssenger cms accounted
[or move than § percent of Gross Nn-
tional Product, n ratio which hes not
heen surpnssed smings, In conlrast, tha
ratic Tell to 8 pareent in the recession
yenr of 1858, or no higher than it wns
in 1947, when indusiry was in the prog-
ess of converting to peacetime produe-
tion, In 1082 the ralio was almost 4
prareent.

Becouse of ita widespread effect on
many industries and activities—such
as suppliers of materials, distribution,
tronaportation, and serviesz allisd to
autos—and in view of the wide flnetua-
tions in cutput and sales, nuto cutpat
hns elenrly had nn important influenca
on the course of GNP, particularly
over the short run. Thiz avtiels pre-
senta for the first time san overall
mensure of the output of passenger
cirs—degignated hera na auto product—
thnt enn be divestly compared with
GNP. The auto product is shownon o
quarterly basia with n breskdown given
of the flows to consumers, business,
{3ovarmment, and the foreign markes.!
Thiz siabistical series will provide
annlysts with a new seurce of data for
assistnnes in appraising ewmrent business
conditions and business cycle move-
menia.

Recent performance

Tha 1983 model automobiles, which
wera placed on sale in dealor showrsoms
in lote Sepiombar nnd early Ostober
1962, found immedinte accepiance by
eensumars ahd business, Although de-
livories of domestically-produced antos
zatlier in tha yaay had bean high—
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ranging frem & million to 7 million units
ab seasonally adjusted mnnunl rates—
fourth quarter deliverica of over 7
million ecars aé snnual rates broke nll
previous vecords for the period.

dJungury 1283 sales wore also aé an
annunl rate of about 7 million unite.
Not only has antomebils output been
an important stimulsting factor in
roecant months buf ife contribution to
tha rise in tokal sutput sinee the eurrent
upturn startod bne been considerable.
Sinece the first quarter of 1961 incrensed
auto production hos oecounted For
about 15 parcent of the rise in real
GNP,

The wse of sutomobiles has now
spread to virtually all sagments of the
population s o result of vieing incomes,
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the large volume of accumuluted issets,
and the availobility on a maes scale of
installment credit with long maturities,
Automobile reeistrationz more than
doubled in the postwer period, rising
from 28 million jn 1946 to an estimated
£6 million nt the end of 1862. The
latter figire becomes more impressive
whon pui into the perspective of e
populaticn of close to 100 million and
66 million houssholds in the United
Stalea, About B0 percent of passenger
v purchases iz for personal use, less
than 1 percent for Government, with
tha remainder for business purposes
sueh ns toxicabs, business floats, eur
rental agencies and  unineorporated.
buzinesses,

Compaisonz of the growth in U.5
populntion and in increnssd auto regis-
trntions are revealing. Ower the entire
postwar period the populntion lias in-
cronsed about 1.8 peresnt annually.
Auto registrations, on the other hinnd,
though erratic in the early postwar
yonrs, had an avernge growth per
noniim of abonk & percont throagh 1957,
Sineg that year the annoal prowth rate
in Luto registrations was o little more
than 3 peteent and has shown minor
annuy! vaeintion, excopt in the recossion
year of 1958,

The incronsed uen of the automobile
in the US. ceonomy his hoth long-run
aud short-run importnnee. From the
long-run viewpoint it has been o Metor
of great sipnificance in e growth of the
ecanoiry-—purticularly when =all the
relatad aspecis of an automobile-ori-
atited ceongmy, such os rond Luilding
and subwban growth—re Inken into
account. In the short run, which ig the
focus of this articla, it appenrs as n duc-
tuating elament in  the ecoenomy,
eontrasting with the steady rise in sx-
pendituras made for the operation and
muiotenance of the growing steck of
motor vehicles,
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The concapt of auto product
‘Expenditures [or passenger £0te 6n-
ter the GNF via meny different chan-
nels: Porsonnl consumption spending,
Govenment purchasing, business in-
vogtment fincluding dealers’ investment
in passenger car inventories), exports

and importe. The nuto product series
introduced hera represents & convon-
jent grouping of thesa saparate suto-
motive expenditurs flows whieh lacili-
tate study of the relationshipa of this
important arss to the GNP and ite
MAOr components,

In the present estimntes, passenger
car purchases (or uze by consumers
and busincse—the twe principal pur-
chaser groups—are measured on o #ef
basis. This is equivalent to the gross
value of new and used cor puwrchases
less nmounts received from trode-ins
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and other dizpesals. When combined
with net exports, Government pur-
ehasen, and the change in anto jnven-
lories, such net ouatlay measures yield
the tdesired totnl nuto output for GNP
purposes.  Thiz mathoed nlse gives the
coirect figures [or expendilures, saving,

ond fnvestment for the separats pur-
chaser groups.

Sovorn]l important fenturss of tha
nate produet coneapt shionld he noted,
The value of aute oulpul refleots Lhe
contribution of many indusiriee to the
finished new car—plass, rehber, sieel,

plnatic components, ote, In addition
to the value of nulemobile prodoction
these ostimates include all costz and
profits in the distribution of new, naed,
and imported avtomebiles. It in-
cludes the valus of partz snd acces
sories  (radin, beater, ete) sold ns
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ariginel equipment, bui exciudes the
value of parts aul nceessories seld in
the “nftermamket” for replacement or

ae additional aceessories. Truclks and

buses are nob incladed in nuto product
nor are expenditures for such lteins as
geeoline, oil, mainleuance, vepairs, and
insuwrnnee,

A teclhitical nppendix below gives the
sources of busic date and e method-
ology wsed in estimation ol the auto
product, by major campenent, m bokl
ctierent and eonstand dellers, The gon-
stunt dollar esthinates take aceounl of
the changing produet mix. In the case
of the new ear compouent the physieal
volume mensurs makes allowanecs lor
shifts hetween highey and ower priced
cars nnd for changes in accessories
ineluded s standard equipment or pur-
chased as extras with new cars. Of
parlieslor importanes in receni years
wag the shifl from larger, liigh horse.
power units to conmpacts.  Although the

SURVEY OF CURRENT BUSINESS

censtnnt dollar estimates atiempt to
rmensure, insofar as posible, the real
volume of auto output on a basis that is

"more comprohensive than a ¢ount of

wnits produced, it should be noted that
sene elements of qunlity change ave not
ansceptible to statistical mensuramant.

The posucar rend

In the early postwar years wubo
product aversged about $9 hillion in
conatant 1954 prices. Tha demand for
new cars in that period far exceeded
supply—the upward frond parsisting
thronghout tho 104843 roceasion.
With rapidly rising output, the valee of
anta produet veached an anneal rte of
%18 billion in the third quarter of 1950
following the outbreak of the EKorean
eonflict.

Searee materinls ware under nlloca-
lion during the Korean poricd nnd
auto onbput fell abowut &) percent,
Lriing up again witl the end of aetive

AUTO PRODUCT, BY QUARTERS, 1947-62
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cotubat, The renewed rise wos temn-
porarily intecrupted by the 195354
racession.. Calendar year 1955 waa the
banner yew and has since been ihe
stendard of peak output, with auto
product amounting to $20% billion in
1054 prices. (n the late 1950% and
enrly 1860'% tubo production continyed
to flustuote widely, revging on on
annuel basis (rom %12 billion in 19568
te $18 billion in 1962,

While the lewel of autc cutputb iz nat
laigs whon gaged tgainst botnl GNP,
it bag had a disproportionately lorgs
offact on the short+un changes in the
inijonal ontput. Dwuring the postwar
period the average quarierly change in
Gross National Produet ot oennual rates
has been 550 billion in 1954 priess.
{Orver the same period the nute product
series showed nn average quarter-io-
quarter change of 31.5 billion, squiva-
lent o about 30 pereent of the corre-
sponding GNP chenge.

Cvolicyl comparizans

Auto output has shown n varied
pictuwie in the four postwnr recessions
aa inmny be ssen holow:

Sronee, 2ot

o
e aNr [pemnpully wliqabed
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Milives gl J0E
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g WET e lkspeker NEE_.. —IRD —d
2 et HIE Lo Lstuunder 101 =& 4 =51

In apprising the nbove data the
existonce of hackloga in the aarly period
shonld ba kentin wind.  Thus, beceueo
of the continged sirong demand oven
during the 1948-40 recession muto out-
put advanced. By wiy of cootrast,
nute entput accommted for about one-
third of the decline in total GNT in
canstnnt doilers in the fnivty shiarp sei-
baelk Inte in 1857, and was more than
half of tha drop in tofal GNP in the
1960-01 period.

In the fAst postwar recession, Lhe
strong deleired demand for nutos pro-
vided n partial offset Lo the overall
decline in the GNP,  1n each suevest-
ing recession, however, the decline in
aute product bas canstituted an in-
creasingly larger shure of the total drop
in the GNP, In the 1960-61 periad,
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the contrection 1 aute output wna
aquivalent to more than holf of the
tatal GNF chimge.

In sxpansionary periods alsa, suto
prodaction hes had a significent sffect
on overall sctivity—Tor sxnmple, dir-
ing tha late 1954 end early 1955 uptarn,
However, sinca the lormer hos rarely
axhibited sustained advances of more
than a yenr's dwration since 1850, while
overall expangionmy pedods for the
GNF have besn of about 3 or 4 venrs’
duration, the importanca of inereased
auto output in the entira GNF advance
appenrs diminished.

Marked swings In auto inventory
investrment

Autpy inventory investmont has ehown
marked fluctuntions az compared with
total anto production and with changes
in nonfmm business investment in in-
ventories. We nre coneerned here with
the second differences in inventories
Leld by retnil dealerz, sensonally ad-
justed quarterly data in emrveni dodlors
at nonual rates. For the postwar yeus
the average quarterly change in non-
farm business inventory investment has
been £2.9 biflion (ignoring the divection
of the change) wherens the compurable
change applicable 1o dealer inventories
of new and used cars hos avernged $1
billioz.

Review of the quarterly data shows
that the figures for total inveatovy

SURVEY OF CURRERT BIUSINESS

chenge have occnsionally been o reflec.
tion primarily of changes in auto in-
venltory investment. As €ha trough of
tlie recession was reachad in the fourth
gquarter of 1949, for example, noafavin
business inventory investment droppod
by about $4 billien while auto inventory
investment was off almost $3 biltion.

At times the direction of change in
gute inventory investment bes differed
from that of total Inventory invest-
ment, From the fourth quarter 1961
to the fimi quarter 1962 for example,
there was sn upword change in the
total of less than $1 hillion while the
auto changs was down 1.5 billion. In
each of the noxt two goarters, the
overall rate of inventory accumulation
wag reduced by over 52X billion. Auto
inventery investment, howsver, moved
upward in these two perieds by 3.3
billion and then by $.8 billion.

Expores high in 1962—Favorable trade
bulance i gutos restored

Exporis of sutomaobiles have generally
ranged betwesn $300 million and absui
800 miflion throughout the posbwar
yonrd; howewver, axports in both 1955
and 1032 sxceeded $600 million, Im-
ports of forsign auios were negligible
in the 1940°s and the enrly part of the
19505, With the spreading popularity
of amnall cars the volue ol imported new
cars rose from legs than $100 millicn in
1885 to almost 3800 million in 1959,
Froin 1958 to 1960 the value of imports
(at port of entry) exceeded the wolue
of exports with the deficit amounting
to $300 milfion in 1659,

The major domestie producers
brought out their compnct cus in late
1969 with the intraduction of the 1980
models. Domesticnlly produced com-
pnets ware well received by consumers
not only gaining a substantinl share of
the market but slso having n major
impact on the impovted cor mavket,
By 1961 the forelgn lrade balanece in
automabiles wns ngain favorable,

Imports of most {oreign automobiles
declined after the intreduction of do-
mestic compacta with the exception of
imporés from Weat Germany. From
1359 to 1962 all imperts dropped (rom
568,000 units to on estimated 350,000
sutos but West Germany provided n
little over 200,000 units in both years.
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Technieal Note

IN thesotrseof putting together the nute
product estimates some of the compo-
nent series were revised using the letest
nvailahle ouree date.  The ndjatment
for sensonsl wverintion was nlso re-
worked, reflecting the overnll postwar
cxperience.  Although these modifica-
tions have not yet been incorporated
in the GNP total, it is believed that
their inclusion would netb signifeantly
chanpe the presently published GNP
egtimates, nor materially alter the
renernl velntionships veviewed in this
articls.

As noted earlier, aute product is
equivalent to the gross value of new and
used car purchases less nmpunts re-
ceived from trade-ins and other dis-
posals. In the obhsence of comprehen-
sive datu en net outlays for passenger
cars, the satimates have heen derived by
an indirset procedure. For the tweo
mnjor cntegories involved—personnl
consumption expenditures ond  pro-
ducers’ durnkble equipment—net outlays
have been approxinotxl by sunmming
the gross vilue of new cars purchaosed,
the gross mmging on used onars pur-
chased, and subiracting the change in
denlers’ weed o inventorics, An ex-
nple will llustrate the transactions
involved as reflested in the present
astimntes,

Supposa that there are enly bwo new
caws produesd in the ceonany during
a given paricd, ench valued st $2,000;
that the cars nre purehased by two
congumers each of whom frades in a
used ear valuad ot $400; that one of
the wsed earz iz z0ld to & thivd con-
sumer for %500 dwring the current
pericd, and that the other used ear
goss into denalevs’ inventory (i.e., vsed
car inventory change i 4400). The
entries in this ease would nppesr as
Tollowe:

L, Trersanal condquaptbom ospernd B . ccss e m 3, ot
I T U T )
I e e o
4,  TLasa: Olduigo o iBeel cor Lvonibariog.., 0
L. Qlimngs i dsalers” lsvenborhesd, oo smnas P i
B Auto prons produet (4080 o enas S 1 W

Li will e naoted that the net outley
recorded in personnl consumption ex-
penditures, $3,700, is equivalent to tha
net ontlay of the two new car pur-
chasers $3,200 ($2,000-$4005 %2, plus
the net outlay of the used car purchnser,
which was $500.
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It wny be {urther observed fhat
nlthongh tha change tn used ear inven-
tories enters into the ealovlation of
hotli pavzonal consuniption and change
in business inventorios, the net effect
of the vsad car inveniory elange on the
totnl aoto produst is gero—nas it ghould
be since it representz praduaetion of
prior period,

The estimating procedures followed
for the compouentz of the auto predust
ars ouHined below.

New cars, domestic

The iotal current valee of domestic
passenger cw' expondilvres wns esti-
mntad ns a prodoct of the nimber of
domesticnily produced new ears sold i
the T13. aod the nveraga ratuil price per
enr. Since January 1951, the number
of cars sold is based on fminehised deal-
ars’ anles as vegulasly repovted in trude
jovroals,  Prior to 1951 the number
serien used wus new passenger car regis-
trations compiled by the R, L. Polk Co_,
with a smoall upward adjustment for the
estlinated difference bebween rogistra-
vions and dealers’ snles ns sugpested by
earlier dute for hoth series.

The avarege relall price of new curs
was derived by n series of steps. First,
an average wis compuied for the Invg-
ecat-aclling curs pricad by the Burenun of
Labor Stakisties. Second, this average
wae adjustad e cover other makea of
cars by applying the ratio of svernge
hist pricas for all cars from Aulomodive
News, wiighted by regiateations, to tha
weightad composite list price of the
ents priced by BLE. Third, nn adjust.
ment was made foy extrn equipmeot
purchased with the new enrs. This
wig estimited from dnto on the propor-
tion of anch mako of ¢car incorporading
gpecific types of extrn eguipmept ns
reported periodicnlly hy Werds Auto-
mofive fteporés, nnd retnil prices for
anch type of squimment published in
Automotize News,

Prior to 1955, the BLS retail price
saries for new curs wos essenlinlly bosed
on list prices, but subsequently prices
have been collected net of cash dis-
gounts or overnllowance on trnde-ina.
It is assumed here thet the full list
pricé was reulized throughk 1951, but
from 1852 through 1854 o precedure
wag ndopted Tor incorporating excessive
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tracde-in  allowances, when necessary,
with usod onr nurgins.

Used crrs marging

In national income necounting only
putfays nssociated with the selliug of
needd enis—as mensured m the gross
marging of denlers selling nsed envs—is
counied az part of the production of
the sureeat peried.  Tle portion of the
siles value other thian bhe gross margin
i= omabted s it hos alrandy been
included in the output totals for prior
periods (whon the used cars waere
produced}.

Date for estimating gross inaigins
on uwsed car sales have Leen, for the
most part inadequate. In  genersl,
the astimntas wers derived by npplying
pross margin ratios to tobnl vsed ear
sales. The snles estimates were bnsed
on the 1948 and 1054 roinil censizes,
used ear purchnses of the Foderd
Resorve Bonvd's Surtely of Consumer
Finaneee, nnd the moothly retatl tende
report of tie Burenu of the Consus.
Gross margin ratios were developed
from corpornie bax yebwna of auto-
mohile dealsrs, partnership refurns of
antanokive denlers, the specinl Cen-
sus Bureau-Internnl Revenue Service
sample of tax return deta of used ear
denlers for 1948 and 1054, and Ha-
tionizl Automobile Denlers Associniion
data fer the pariod beginning with 1950,

Nezw cors, foreign

Tlis series, like the domeslic o
expenditures, wns estimotod ns o prod-
uek of the nwmber ¢f units s¢ld ood an
wverege price per car. The number
of imported ears sold in the 7.5, was
based on R. L. Polk Co. registyations
na reparted in Awiomotice News. The
avernge priee of imported cars sold wos
haged on estirantes made for the yens
1858 and 1950 ueing port-of-entry price
infornation for 565 different makes of
iinported cars also obtained from cutg-
mofice News. The weighted avernge
port-of-entry price for all foreipn cors
wng Hien adjusted to include allowances
for freight within the United States,
aales taxes, and extra equipment to ar-
rive at the estimated average delivered
prices for 1958 nnd 1959, These prices
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wera axtrapolrtad forward nnd back Ly
the average volue implicik in the Burean
of the Cansus dats on mmports of new
s,

Alloeation by type of purchaser

Bince passenger ow ssles are not
reporied sepnrutely by type of pur-
chnzser this brenkdown is approximnted
by indivect procedures which involve
many difficult definitionnl problams,
After deduction of Government pur-
chases—which represent only a {raction
of 1 percent of the total—expediturea
for demestic new cars, and for used
e warging have been nllocated ba-
tween personal consumplion expendi-
tures and peoduacers' durable aquip-
ment, Incgely on the bnsis of read-use
surveys midle by the Buresu of Public
Ronds, These resulis have been tested
to the axtent fensible by otler proce-
dures which ire described—along with
the beasic road-use surveys—in the
March 1062, Sureey of Currenid Business,
page 17. The same alloention pabbarh
wag nzad for dornestic new ears, ueed
any margine, and tha change in dealers'
used car inventories. Afl imporiad cor
purchases have been assigned to per-
sonnl eonsumption expenditures. It
should be noted that whila this slloca-
tion pntlern i3 nt best rough, inacenra-
cies do mnot affect ithe magnitude of
tha total auto product.

Chonge in retoil dealers® outo inven-
torias

The inventory change component of
auta product hae been rostricted to tha
change In retaill denlers’ atools of
domesticnily preduced new and uvaed
cars (and to a limited extent foretgn
used cars). Due to data limitations
the procedurs, in effoet, nesumes that
imported new eara ara 2old in the sama
period that they are received in the
United Stnies. The change in outo
manufacturers' inventaries is excludad
hetouse completed pussenger cars,
which represent the prineipal foeus of
the ayto product, nre belisved to repre-
sent oniy o smoll fraction of the total
inventory change in this indusiry—
and this portion is not =separntely
aveilable. Manufaeturers’ anto ship-
mentz are characterlstionlly mede gl-
mast immediately upon completion of
the nssambly process.
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MNew Cars: The wvalus of the net
change in mew onr inveniories was
ghtained by multiplying the ¢hangs in
U numbaer of cors in dealers’ inven-
tories by the average cost valus per car.
The numbear of cars held in franphizad
doalers’ invantorvies for the periad back
to 1051 waa obtainad from trade jour-
nnls. Estimutes for the preceding
pericds were based on the inplicit
inventory changea derived by subiract-
ing denlers” domestic sules and exportz
from foctory seles. The average cost
value per ear in dealers’ inventovies was
eztimated by dividing the wholesals
vnlue of new care eold by T8, nsgembly
plants, by the number of ears scld ns
indicated in the factory snles meries;
both of these time series are published
in Autmnobile Foels end Figeres, 15962
The compited nverage cost vnlue was
adjusted to include tho estimated
freight costs to the denler.

Fhsed Cors: ‘The number of nsad cars
Leld in inventories by Iranchised naw

i car dealers 5 nvallable bnek to 19561 in

trade journals. Thiz semries was in-
crensed to intlude the inventories of
used car denlers on the basis of Census
Bureau information which showed [or
12 quarters between 1954 &nd 1957, the
number of used cors held by ueed car
dealers. The avernge ratic of used cers
Leld by both pew oar nnd used car
denlers, to the used o inventories of
now cnr dealexs only in this 1954-57
period provided the ndiustment faotor
for estimating the inventories of non-
franchized denlers used for othes
peviods.

The average cost per used car in
franchised new car dealers’ inventeries
for the period baelk to 1951 was obtained
from the National Autemobile Denlers
Association report, “Qperating Aver-
nges for ths Automobile Retailing
Industry”. There is ne comparable
?l‘lfﬂrmnﬁnn for veed cor dealers but
lﬂfjirmud sources at NADA were of the
opinion that the nverage rost of used
ear inventoriss would be obout the
saune for both types of denlers.

Multiplying the tota] number of vsed
ears held by all dealers, by the average
¢oat par wnit yielded o value serice for
the period 1951 to date. The total
value of both new and used car stocks for
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yeavend 1051 waa cxtrapolated back on
the bosis of wholesala automotive pnper
held by finanee companies. The new
car  inventory eetimates, deseribed
whove, wora then subtracted Trom this
exivapolaled new and uwsed car inven-
tory total yielding the wsed car inven-
tory estimate ns 2 residunl for the
pre-1951 petiod.

Exports and imports

Datn were obtpined from the Buresu
af the Censvs publications, Quarterty
Bummary of Foretgn Commerce of the
Uniled Skates, table 3 (for exports), and
table 5 (for imports); Ifmited States
Exports of Domestic and Forgigm Mer-
chandise—Commodity by Country, FT
{18; and Cfntted Stetes Tmporis of
Merchondize for Consumption—~0m-
modity by Countey of Origin, FT 110.
Exporis incdude the categories, pew
automobiles, used auiomobiles, and
engine bodies nnd paris ready for assem-
bly (knocked-down nuies). Imporis
include new automobiles and used
nutomobiles.

Seasonal adjustment

The devivetion of seasonal factors
for the various sevics somprising the
ante product wis done by the Clensus
Meatlhod II Mrogram. A descriplion of
the methodology i swailable from the
Burcan of the Cenaus on request. Tha
geasonnl Inclore were reviewed nnd
modifientions made in a few instnoces
whers necessary. In the cese of the
principnl component series—domeati-
cally producad new ears—the number
of units and the avernge price per unit
were separitely adjusted for sensonal
wvorintion. A trading-doy ndjustinent
wns mada in the number series prior Ly
seisonal adjustment. The unadjusted
quarteriy data nre avaifable on request,

Dreflation

New cars, demesticc. This current
dollar series wns deflated by an un-
published seasonnlly adjusted consumer
price index for new cmrs compiled by
the Bureau of Labor Statistics.

Naw cars, foreign, end fmpoerts: In
the abeence of 5 suitable compusite
price index for imported ters, it wae
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assumed that sueh an index eould be
approximpted for recent yearz {when
importa ross significuntly) by the move-
mont of the port-of-entry prices of
Volkswagens. This iz n fnirly standard-
ized car and rconsbtutes the Inrgesi
selling imported cor. This seriea was
avnilable [rom Awemotive Newe for the
period 1957-1962, For the yearvs priov
to 1957, when the volune of imported
carg was very small, the wholesals price
indax for 1.5, molor volicles wae used.

Used car maorging:  The deflated
gevies was devived as B product of che
1954 arerage margin per used cor—
adjusted to exclude oxeessive trade-in
allowance—and the pumber of used
cars sold. )

hange n business inveniories amd
Fraorts: Both of thesa serios were do-
Nated by ithe BLS wholesale price
index for motor vehicles.

Goyernment Programs
(Confinued from page 12)
pected to continue to advanes, re-
flocting both steady addition to State
ond local omployment and higher woge

1ates.

It ie difficult to project Stote nnd
local government reccipts over the noxt
vear and 4 hnll. Sales nnd income taxes
would generally rise about in line with
ihe axpeciad expansion in economic
activity,. Howaver, pnasage of tha
Administratipn’s tax progiom may au-
tomatically yield additional revenues
to State and local governments. ‘Whera
Foderal taxea are deductible under
State income tox laws, n reduction in
Federal tox paymenis will automnti-
cally increasa toxabls incomes for State
and local tax purposes. In addition,
many Stoéea [ollow the Fedaral format
in allowing deductions. Structural re-
forms fightening deductions allowabla
under the Federal tox laws, also would
give incrensed revennes to these Stnbes,
Since Btate and local governments have
actually more projects on hand than
they nte nble to finance rendily, o large
proportion of any incrense in revenues
may ge for highet expenditures, Thus
it would be ressonable to expect the
contivuation of o amall short-fall in
nggregate Teceipta over expedilures of
State and local povernment uniby,



